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The Philosophy and Procedure of a Job 
Analysis 





By C. R. Dootey, Personnel Manager 
Socony-Vacuum Corporation 


ONE of the most pressing problems in business or industry is to evaluate 

the work of individual employees, not only with regard to compensation, 
but also in connection with organization, overhead, promotions, and general 
efficiency. Following is a description of a plan which while simple has been 
found efficacious in analyzing the positions of approximately 8,000 employees. 
Included in these were not only routine positions, but those of assistant ex- 
ecutives up to department heads. 


The Chief Objectives of An Analysis 
1. To secure a complete, accurate and impersonal description of the work 
done by each employee. 
2. To determine the relative value of the various positions (or kinds of 
work done) in a department. 
3. To determine the relative value of the various positions (or kinds of 
work done) in different departments. 
4. To determine fair minimum and maximum salaries for each position 
(or kind of work done) throughout the organization. 
5. To establish a basis of comparison when checking company salaries 
with those paid generally for the same kind of work in the community. 
6. To learn whether or not any employee’s salary is decidedly above or 
below the limits set for the kind of work he does for use in making 
salary adjustments. 
7. To facilitate recognition of merit and promotion to positions of larger 
responsibilities, thus stimulating ambition. 
8. To facilitate studies in organization. 
The analysis applies to positions only, not to people; all positions are 
evaluated in terms of other positions, and not of money. Present salaries are 
used as standards; and finally the salary limits assigned to each position pro- 
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vide a sufficient spread to allow for ability and length of service and still the 
spread is small enough to keep all salaries reasonably in line. 


Procedure 


A considerable portion of the procedure is simple routine, but some fea- 
tures are vital to the success of the result. These essential features in their 
logical order are: 


1. The Form 


Each employee describes his or her own work and the responsibilities in- 
volved in his or her own language uninfluenced by his superior. A simple form 
is used, covering the following items: 


Name of employee 

Position and location 

Department, Division and Section 

Department (or Division) Head, Section (or District) 
head, and Immediate Supervisor 

Duties—Daily, Periodic and Occasional 

Supervision of Others 

Equipment Used 


A supply of these Position Description forms is given to each Depart- 
ment Head by the Personnel Manager, with the suggestion that he pass them 
on to his employees, asking them to fill out the forms carefully and completely 
and with a word of explanation as to the purpose of the analysis, emphasizing 
those objectives which he feels most appropriate. 

These descriptions are then edited in the Personnel Department and writ- 
ten up as “impersonal position descriptions,” eliminating the names of the 
employees and making one sheet for each position instead of one for each 
person when more than one person does the same work. 

The revised position descriptions are then checked with the Department 
or District Head concerned, resulting in corrections, additions, deductions and 
ultimate approval. 


2. Evaluating or Grading Positions 


In close cooperation with Department Heads the position descriptions 
are graded according to value of work, from the lowest to the highest. That 
is, each job is evaluated in terms of other jobs and not in salary or wage rates. 
It is most important that this be done without reference to the personality or 
the efficiency of the employee now holding these positions. In determining 
the value of work the following factors are considered : 

1. Difficulty of work 
2. Volume of work 
3. Responsibility involved 
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4. Supervision required 
5. Supervision of others 
6. Knowledge, training, experience necessary 
7. Conditions under which the work is done. 
At this point a careful check is made with the Department Head, as to: 
1. Detail of the description of each position 
2. Combination of certain positions under one revised description 
3. General statement 
4. Arrangement as to value of work. 


The positions of a large, representative department are then charted 
horizontally, from the lowest to the highest. The positions of the other de- 
partments are similarly arranged and then placed one under the other on the 
chart, so that all positions of the same or very similar value in the different 
departments fall in the same vertical column or group, according to grade 
of work, Group I representing the simplest type of position considered en- 
tirely on the hasis of duties and responsibilities involved. This separation 
into groups is checked and cross-checked with Department Heads. 


3. Salary Limits 


No consideration is given to salaries until the positions are all lined up 
according to duties and responsibilities. This is perhaps the most important 
single factor in the whole procedure. In comparing positions with each other 
it is absolutely essential to eliminate entirely the personality and efficiency of 
the employees in the positions, and also to eliminate entirely present salaries. 
Having arranged the positions in order, according to their relative value to the 
company, a basis is now formed for the consideration of salaries. 

The salaries of all employees occupying positions in each Group are now 
listed, without names. At this point the salaries which are being paid to the 
employees in the various Groups including all departments are reviewed, and 
the minimum and maximum rates to be paid for the positions in each Group 
are determined. Thus salary limits for each Group are not set arbitrarily, but 
according to the existing salaries after those which are obviously too high 
or too low, and therefore not representative, are set aside. Later those limits - 
may be adjusted to make the progression of rates from Group to Group more 
logical. The maximum limit set for each Group generally is not greater than 
the minimum set for the second group above. 

Salaries can now be agreed upon for a certain class of position, based 
upon the salaries actually received by employees doing that type of work. 
Some positions may be classified with special limits within the Group limits, 
as need arises. Certain salesmen and special machine operators are examples. 

The adjustment of salaries has long been a nightmare to chief execu- 
tives and a heartache to employees. Everyone recognizes the need of some 
standard of judgment on one hand and on the other all fear the deadening in- 
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fluence of rigid scales. Further, neither the executives nor the employees want 
the executive’s hands tied in recognizing merit. Under the plan outlined here, 
each executive has considerable leeway to recognize merit by increases within 
group limits. But further recognition beyond the maximum for any one group 
must be recognized by promotion to a group of greater responsibilities. 


4. Salary Adjustments 


I. 


If a salary is higher or lower than the limits set for that position in 
its Group, it is recognized as out of line with compensation for that 
grade of work and is readjusted by increasing it at the first oppor- 
tunity or by withholding further increases or, during severe conditions, 
by reduction, 


. The Group salary limits are observed when recommending salary 


increases. 


In case of promotion to a higher Group an employee should be given 
a salary of at least the minimum of the Group to which he or she is 
promoted at the time. 


. In case of promotion to a higher Group when the employee’s present 


salary is above the minimum but below the maximum of the new 
Group, the employee will ordinarily not be considered for an increase 
until the regular time for general salary consideration. 


. In case of demotion to a lower Group, an employee should be given 


a salary not to exceed the maximum of the Group, to which he or she 
is demoted at the time. 


. Only employees showing exceptional ability should be recommended 


for the maximum salary in each Group. The maximum is high and 
should be considered only in cases of employees who are filling their 
positions exceptionally well. Attendance, punctuality and attitude to- 
ward work, as well as actual performance, should be taken into consid- 
eration in recommending salary increases. 

Cases where salaries are below or above the limits decided upon for 
their Groups are discussed with the Department Heads concerned. 
Occasionally this leads to regrouping a position, but in the majority 
of cases the positions are left in their original groups and the reasons 


for their being outside of the salary limits recorded for further in- 
vestigation. 


Results 


The following definite advantages are gained by conducting a Job An- 
alysis by the above method: 
The information about his work is obtained directly from the em- 
ployee, thus getting his point of view as well as his more intimate 
knowledge of the work. Yet the description of the position is carefully 
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checked with the Department Head, thus insuring his approval of it. 


. The structure of the Job Analysis is uniform throughout all depart- 


ments, divisions and locations, although the minimum and maximum 
salary limits in each group differ with each geographic location due to 
living costs and other local conditions. 


. The study is an impersonal one; the description is of the position and 


not of the person. Jobs are evaluated in terms of other jobs and not 
in dollars or personalities. 


. The conclusions as to grouping of positions are the results of com- 


posite judgment based on the facts and not of arbitrary ruling by any 
one executive. This is not accomplished by academic measuring, but 
through a series of conferences with Department Heads and by check- 
ing and cross checking, thus representing the best judgment of all 
parties concerned. 


. Standard minimum and maximum salaries are determined from sal- 


aries now actually paid, not from any theory or opinion as to what 
they should be. 


. A check is furnished on the work done in the company ; on how many 


people are doing the same work; and on the over-lapping of work in 
a department or district. The details of organization are clearer to all 
and responsibilities become more clearly defined. 


. The attention of each Department Head is focussed on the details and 


responsibilities of each employee’s work; on the relation between posi- 
tions; and on the relative importance of positions in his department 
and in other departments. 


. The position descriptions are of use in connection with employment 


and transfers. They may also be referred to by the examining phy- 
sicians, when considering people for certain types of work. 


. A comparison of salaries paid for the same grade of work is pos- 


sible, tending toward equalization in due time. 


. Just and practical minimum and maximum rates of pay for the vari- 


ous grades or groups of positions have been determined. 


1. A check upon recommendations for increase is available. 
. Definite objectives have been set up for ambitious employees to work 


for, instead of expecting promotion merely on a service basis or a 
personal equation. Promotions and transfers from one department 
to another are facilitated. 
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Principles on Which to Determine the Reduction 
or Increase of Personnel* 


By W. H. Lerrincwett, President, W. H. Leffingwell, Inc. 


ROBLEMS which concern the life or the conduct of an individual or a 

business organization are too rarely considered from their rational or 
reasoning basis. It may be admitted that this is a trite expression and has 
been said so often that we cease to wonder about it, but accept it as a truism. 
The reason for this is that reflection or thought is difficult and requires a great 
deal of practice before it becomes more than reverie or mere listless musing. 
It is much easier to feel than to think. Our emotion, not our reason, moti- 
vates our actions. Blessed words or pat phrases devised by other persons are 
repeated parrot-like and constitute most of what we call our thinking. We 
believe what we wish to believe; and if some so-called authority enunciates 
in adroit phrasing a collection of words which he calls a principle which de- 
scribes and excuses some of our actions that we secretly believe to be wrong, 
we grasp at it like drowning men at a straw; and solemnly repeat it as our 
original wisdom. 

As an example: In the days before the great depression when the prices 
of many stocks went far beyond what everyone knew to be their worth, we 
nevertheless continued to buy because we hoped we could unload them on 
someone else at a still higher price. No doubt many of us secretly believed this 
to be a reprehensible practice to be compared with the sale of gold-bricks, but 
still we continued to do it. Then some clever phrase-monger said that the 
public was buying stocks, not for hope of return in the way of dividend, but 
for appreciation. That described our case exactly; and appreciation became 
a blessed word which we repeated on every occasion. Only a few people are 
so constituted as to be able to concentrate on a single idea or thought long 
enough to think through to a logical conclusion. 

The reduction or increase of personnel in an organization is a major 
operation, but there are few persons who approach it from that point 
of view. To hire an extra file clerk is usually considered as the addition 
of fifteen or twenty dollars a week to the payroll. We think in days or 
weeks instead of in years or decades. We do not think of the clerk as 
an individual but merely of our need for having more filing done. The 
reduction or increase of the personnel should be approached with as much 
seriousness as one would approach a major surgical operation. 

Under a given set of factors or conditions there is an optimum size 
for every company where to increase or to decrease has a very serious effect 
upon success. This has been observed by management engineers and busi- 





* Presented at a joint meeting of the National Office Management Association, the Society of 
Industrial Engineers and the Taylor Society, New York, January 31, 1934. Recorded by Dictaphone 
Conference-Recorder. 
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ness thinkers ; and has been demonstrated in practice by the success or fail- 
ure of many hundreds of business organizations. 

Unfortunately, business is conducted in such a manner that these im- 
portant problems are decided with as little thought as one gives to the 
matter of his digestion when he decides either to feast or to fast; perhaps 
even less. When our annual report is made and we study our gains or our 
losses soberly, we have regrets. Our hindsight is invariably better than our 
foresight. The problem is one of economics in its broadest aspects. We 
may define economi¢s as the science which is concerned with all the com- 
munal problems of human life. It concerns not merely the conduct of 
affairs of individuals or the single business, or even all business, but every 
household and every human being as well. In other words, economics is 
concerned and bound up with the welfare of all society. Management must, 
therefore, endeavor, so far as is possible, to understand the true economics 
of the situation. It must not think of its problems as purely individual, 
either with the company under consideration or the person or persons slated 
for discharge or employment. 

World conditions are of great importance. Events that have occurred 
in the civilized world in the past quarter of a century and that are happen- 
ing today have a very important, though perhaps indirect, bearing upon 
individual problems. 

National conditions are vital. Is prosperity just around the corner, 
as we were so glibly assured only a few years ago? What happened to 
the business and social life of the United States in 1914, when the whole 
world seemed to be aflame with wars and rumors of wars? And does 
this not have its repercussions today, even though twenty years later? We 
are too prone to think only of what happened since 1929. And this is as 
far back as most of us care to remember. Our thoughts are pessimistic or 
optimistic according as we were affected by that cataclysm. Have we 
learned any of the lessons which economic conditions should have taught 
us in 1914 and 1921? And do we now react in a more intelligent manner 
than we did then? 

Local conditions have their effect on our problem. This, of course, is 
more important in some businesses than in others. What is the effect in our 
case? Are other localities affected similarly? The condition of the industry 
in which we are engaged is very definitely an important consideration. Is 
the industry itself a dying one? And should we prepare for our inevitable 
demise, or else get into another industry? Or is it being newly developed 
and should we prepare to take advantage of its growth? 

Finally, what is the condition of our own particular organization? Are 
we thinking ahead at least five years, or are we thinking from day to day? 
All of these factors have a most important bearing on our problem. If 
our business is decreasing, what is the real cause? Is it because of a general 
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depression in all business, or in our particular industry, which is such a 
convenient excuse for bad management? Or is it due to some internal 
weakness that we are reluctant to admit? If our business is increasing 
is it really because of our superior managerial ability or because of a sud- 
den wave of prosperity, for which we see no apparent basis? We not only 
must have knowledge of all of these factors, but our knowledge must also 
be of present facts and conditions and from that knowledge we must be 
able to deduce future trends, at least to the extent of probability. 

Physical laws are immutable; the law of gravity is the same today as 
it was in the days of Galileo and Newton. Economic laws, however, change 
with changing economic conditions. Galileo could formulate no argument 
as to whether railroads should be publicly or privately owned, for the simple 
reason that he could have no knowledge of what a railroad is. In the feudal 
days, the robber baron held by force some important pass or trade-route 
and exacted tribute from all who would pass. The land he held was his 
by right of might and the vassals who lived on that land belonged to and 
went with it in any change of ownership through the fortunes of war. To- 
day, we deny a similar right to gangsters and racketeers who would emulate 
their ancient prototypes simply because economic conditions, economic security, 
and consequently economic laws and their influence on our sense of values, 
have changed. 

Interest, the old economists told us, was the reward of abstinence. The 
thrifty, who denied themselves the pleasures of the moment, and thus saved 
and accumulated money, were entitled through this self-denial to collect their 
bonus or a fee for the loan of their money in excess of the money returned. 
The rate of interest varied with the plenty of the money and the needs of 
the borrower. But the laws of nations had to step in to protect the welfare 
of their citizens by limiting this rate and defining usury. Today, the rate 
of interest with plenty of money available, money accumulated, not only by 
the rich, but by the poor as well, tends toward an ever decreasing rate. 

Profit was called the reward of enterprise—when wealth accumulated 
in the hands of one individual and was used for the purpose of putting 
other people to work; and when this individual supplied the laborers with 
material and subsistence and exchanged the product of these individuals for 
money and made a gain thereby. In the days when there were vast con- 
tinents to conquer and immense new resources to be exploited and new 
inventions to be developed, little was said about excessive profit, but now 
the government has very specifically determined by its income tax what 
is excess profit and today many are even questioning the virtue of profit 
and profit-making. 

Wages are defined as the reward of services rendered. In the days 
when an ax-man cut down a tree by the very power of his muscles and the 
keen hardness of his ax there was a distinct relation between the effort 
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and the product obtained. Today, when a stenographer writes a letter for 
the factory superintendent, or a file clerk files a job-ticket, it is indeed 
difficult to see what the product actually is and to relate the effort to it. 
Or, when a man turns a switch that starts a huge automatic machine, pro- 
ducing great wealth, what is his effort worth. 

Rent, though it was known in the Roman law in some forms, not 
exactly analagous to our present ideas, is comparatively a new idea in eco- 
nomics. Almost up to modern times, absolute property in land was not 
generally admitted. Relics of communal property in land exist in almost 
every country in the so-called “commons.” Aside from the land which was 
held by force by mighty barons in the feudal days, monarchs and municipali- 
ties found it very profitable to conditionally grant certain tracts of land to 
private individuals. This land was always much more than could be used 
by one person, and almost invariably it was inhabited by peasants or farmers 
who were obliged from then on to render service of some kind to the land- 
lord. This word, therefore, stands as an historic monument to a previous 
economic system. The payment of rent has never had any relation to the 
cost of the land, but rather always to its value. If many people congregate 
in a certain area, the struggle for the possession of some particular plot of 
ground evidences itself in a rapid increase in the value of the land, hence, 
the rent. This increase in value has of late years become generally recog- 
nized as unearned increment and again is made a part of our economics in the 
framing of the income tax law. 

Out of these four elements—interest, profit, wages, and rent—our mod- 
ern economic system has been built. But, although few of us recognize it, 
the meaning and the economic consequences arising therefrom are constantly 
changing. These changes are not arbitrarily made by the off-hand judgment 
and decisions of our legislators, or jurors, but are the result of evolutionary 
changes in the development of society. Were we, for purposes of illustration, 
for the moment, absolute lords of creation and could endow plant life with 
conscious existence, we can well imagine that the seed would not look upon 
the bursting of its shell and the disintegration of its substance with equanimity, 
as every conscious being dislikes sudden change. But, we in our superior 
wisdom, would doubtless have great sympathy with the struggles of the 
tiny rootlets as they stretch forth in search of moisture and we would watch 
with excited interest each evolutionary change as the shoots appeared above 
the ground and developed leaves which turned into buds which in turn un- 
folded into beautiful flowers. The life cycle of any small plant, however, 
is short, while that of human beings is long in comparison; and we cannot 
see, as each new development takes place, what the future will be. We have, 
though, the power to look into the past and study the lessons of history. 
We can, if we wish, watch the development and the growth of society just 
as we may observe certain seeds decay and become lost in the soil and certain 
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others develop into tiny plants, but through lack of some particular vital ele- 
ment wither and die and still others grow to maturity and bear beautiful 
flowers. In like manner, we may see that civilizations have come and gone, 
some leaving beautiful relics of their existence, while others have been 
thwarted and defeated and have withered away while yet in their infancy. 
From such a study, we should be able to at least dimly see our own future. 
From this study, also, we should be able to understand how laws and cus- 
toms change with changing economic conditions. 

It has been for years a recognized right of business men to hire and 
fire without let or hindrance. If hiring more men than were needed meant 
a loss instead of a profit, society did not give such an employer any credit 
for being a philanthropist; nor did the bankruptcy courts excuse him from 
paying his debts on that account. He was a poor business man. If on 
the other hand, he found he had too many men, it was considered good busi- 
ness on his part to let them go. It was, of course, only natural in a society 
where private initiative held sway that all such problems should be looked 
upon as purely individual. The right of the working man to a livelihood 
was recognized only if he had the ambition to seek employment. And if he 
was so unfortunate as not to find any, it was a matter for the charity of his 
fellow-workers, or the charitable rich. The fact that he had to live by the 
year had no apparent bearing on the custom of employing him by the week, 
or even by the hour. No business man could be expected to sacrifice his 
profits by employing people for a minute longer than they were needed. 
True, it was recognized that business should pay at least a living wage, but 
that term was never satisfactorily defined for either party to the contract; 
and recourse was had to vague remarks about the condition of the labor 
market. Changing economic conditions are unquestionably changing these 
time-honored traditions. No longer is society the comparatively simple 
organism that it was in the days of Adam Smith, who in 1776 wrote his 
Inquiry into the Nature and Causes of the Wealth of Nations. In general, 
Smith’s theory was that the source from which society derived its supply of 
the necessaries and conveniences of life was the annual labor of the nation. 
Equal quantities of labor at all times and places are of eqaul value to the 
laborer, was one of his statements. This statement was true in the year of 
our Declaration of Independence when practically all labor was hand labor. 
It was true for many years thereafter ; but is it true today? Since that time, 
we have seen the development of the machine age and in the last few 
decades, we have witnessed the parallel development of the automatic ma- 
chine and the use of power. Accompanying this great economic change, we 
have seen industry become more and more indirect. We have seen the 
worker removed from the rural districts to the great cities, the tremendous 
development of industry and commerce into a complex form until today 
there is no longer any distinct line of cleavage that distinguishes the manual 














1 


- 


. = - 


~~ - or 


re Dew OD GR CD te ee OS 


mM ( CD "ET we 


— ™ we rw 


4 


<x 


—s © OO CD 








INCREASE AND REDUCTION OF PERSONNEL 77 


from the mental labor and no possibility of identifying the product of either. 

The annual labor of the nation is now recognized as of minor importance 
compared with the labor of the nation through all past history. The man 
who invented the wheel ages ago, and the man who invented the steam 
engine, just as truly labored in creating this building as did the working men 
of but a few years ago who erected the steel structure and assembled the 
bricks and mortar. To separate and identify the labor of any single indi- 
vidual who was employed, and to attempt to measure the product by the 
hours he worked, is utterly impossible. What is of equal importance is 
the very complex state of society which this indirect method of production 
and distribution has created. The removal of the workers from the rural 
to the urban districts has created the necessity for the skyscraper. Life in 
a large city has made necessary many new arts and inventions, and many 
hundreds of new services designed to appeal to the wants of the city 
dwellers and create a great emporium for the sale of merchandise. The 
city has been. responsible for the development of great systems of trans- 
portation by water, land and air, and each new development has brought 
forth a new type of industry. This extremely complex society depends for 
its very existence upon the circulation of commodities. Even the whims and 
caprices of styles may have widespread effect, often bringing disaster to 
some sections of the population. When women began to wear short dresses, 
thousands upon thousands of weavers of cloth and hosts of others de- 
pendent upon the textile industry were thrown out of employment. When 
women bobbed their hair and discontinued the use of hair nets, it is said 
that thousands of Chinese starved. The action of a single individual may 
have no more apparent effect upon society than that of a pebble thrown 
into a mill-pond, but since advertising has undertaken to dispose of the 
problem of distributing the products created by mass production, it must 
do so by building and cultivating mass buying, and the action of any large 
group of people can have very disastrous effects upon society as a whole. 

The problem of production has been solved, both as to food and manu- 
factured articles. This is not denied by anyone, but it appears to be our 
greatest difficulty. We produce so easily and in such vast quantities that 
but a few weeks a year suffice to produce enough to satisfy all of our wants, 
despite the fact that an ever increasing number of us are getting more 
and more remote from actual production. 

If we are employed but a few weeks each year, who or what will sup- 
port us for the remainder of the year? Under our present economic sys- 
tem, no employer can be expected to do so. If we are not employed, we 
cannot buy, and if we cannot buy, the circulation of commodities ceases to 
take place and the economic system absolutely dependent upon that circula- 
tion collapses. This is the condition to which we have brought ourselves. 
Our economic system has collapsed. There is no way for us to revive it 








78 PERSONNEL 


and get it to operate again except through a new circulation of commodities, 
and there is no way to get that new circulation except through re-employment 
of the millions who are now unemployed. Statistics show us that despite 
the huge number of unemployed, the production of units of consummable 
goods has not fallen off nearly to the extent that might naturally be expected, 
and that the present unemployment is caused mainly by the failure to pro- 
duce capital goods. That is to say, the building of more factories, more 
machines, and more huge skyscrapers. What business man, however, would 
undertake to build more factories under the existing conditions? Let us 
then endeavor to see if the history of the past ten to fifteen years points 
out any lessons to us. Let us see if this changing condition will bring about 
changing customs. I shall attempt to illustrate the principles which should 
govern the very perplexing problem of reducing the personnel of an organiza- 
tion, or of increasing it, with actual cases of the manner in which it has 
been handled. 

Case No. 1: This was a large, metropolitan department store. The 
President of this organization was uncommonly wise in studying and know- 
ing the economics of department store organization and management. In 
1919 he saw the handwriting on the wall, and knew that he must set his 
house in order. Prices were mounting, but he was not stampeded into buy- 
ing in quantities beyond his ability to sell. He analyzed each department 
of his business, and found many weak spots that needed strengthening. He 
re-arranged the store and put in new methods, not only with the selling, 
but with the non-selling help. He trained his personnel and set standards 
for every phase of his work. This development of scientific management 
continued until the panic of 1921. It was not necessary, then, for him 
to throw large surplus stocks on the market in an endeavor to beat the drop 
in prices, neither was it necessary for him to lay off his people in droves, nor 
to reduce salaries or wages. He was not compelled to run to the bank to 
vainly try to get an extension of notes, or to borrow new capital. Instead, 
in that year of panic, his company had a handsome profit of $1,000,000 
when all his competitors were in the red. 

Case No, 2: This was a merchant of woolens. During the years 1919 
to 1921, he read the signs wrong. First, fearing price rises, he stocked up 
with merchandise far beyond his ability to sell, even in normal times. Sec- 
ond, his house was not in order, and he made no effort to make it so until 
his profit and loss sheet showed him that although he was doing a large 
volume of business, he was making no profit. Then he consulted a manage- 
ment engineer, but, strangely enough, was reluctant to follow his advice. 
The engineer advised the sale of his large stock of goods at a discount of 
approximately 25 per cent. This was as early as the Fall of 1919. The 
merchant, however, knew that prices were bound to rise, and they did, but 
still there was not sufficient demand to enable him to get rid of his surplus. 
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Then prices dropped below the figure set upon them by the engineer, and 
the merchant then agreed to a cut of 25 per cent, but the engineer insisted 
that he should reduce them still further, and take another cut of 25 per cent. 
The merchant refused. His business was dropping off, so he began to 
reduce his force and reduced it so rapidly that he was unable to give the 
service his customers demanded, so they went elsewhere. To make a long 
story short, the business was closed in 1921, and the stock of merchandise 
was sold at auction at less than one-fourth of its value in 1919. 

Case No. 3: This is another example of business in the early twenties, 
and relates to a large manufacturer of specialty goods. He read economic 
portents correctly, and prepared for the coming depression. He brought 
in all his salesmen from the road, put his designers to making new goods, 
prepared his organization by weeding out the incompetent and training the 
remaining workers. He reorganized his factory, developed new machines, 
and as soon as the storm broke in 1921, was ready to put his salesmen out 
with an entirely new line of goods. The result was that he came through 
the depression of that period with flying colors, and worked his factory full- 
time when others were laying off men by the thousands. He was hailed as a 
wizard, and invited everywhere to address business men at public meet- 
ings. The plan which worked so well in 1921, however, for some reason, 
did not work in 1929. In the meantime, he had failed to read economic 
conditions as clearly as he had previously. The unprecedented prosperity of 
the period had led him to ignore certain vital conditions in his own industry, 
and he had rapidly increased his facilities by enlarging his factory and de- 
veloping new, automatic machines. When the crash came, he was ready with 
new goods, but they were not the kind of goods the customers wanted. The 
styles had changed. The company then, with all of the best intentions in 
the world, was compelled to reduce its staff to a mere fraction of its former 
size, and to close down not only the new factory, but part of the old. 

Case No. 4: We now come to the present time. This is a large 
mercantile establishment, with total annual sales in excess of $50,000,000. It 
was so well organized that its sales in 1930, though slightly smaller than in 
1929, were still large enough to make a satisfactory profit. In 1931, how- 
ever, there was every indication of a difficult year. A cut of I0 per cent 
was taken by all employees, including the officers. No persons were laid 
off, but the key-men were called into conference, and addressed by the Presi- 
dent. He told them they should plan to work overtime one night a week, 
for which they would receive no compensation, but which they could call 
job insurance. On this overtime night they were to analyze closely the 
problems in the work that came under their supervision, and to endeavor 
to improve methods. Every week the President held a meeting, and at 
these gatherings, he conducted an analysis of one department in a manner 
that any Management Engineer might envy. He showed them how, even 
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the simplest defects have their effect upon sales. Throughout the non-selling 
help and the office, similar analyses were made. The year 1931 ended 
with higher sales than 1930, and in 1932 the same sort of work was con- 
tinued. Sales for 1932 were lower than in 1931, but still enough to make 
a profit. No employees were released, and no further salary reductions 
were made. In 1933, efforts at analysis and organization were continued, 
and the year closed with a very substantial profit. Most of the 10 per cent 
reduction was returned in increased wages. This is an excellent example 
of how scientific management has enabled one company to pull through the 
depression to date. 

Case No. 5: This is a manufacturing company, making a product which 
is advertised nationally, a company which has been in existence for many 
years. During the period of prosperity, they made profits so large that they 
considered themselves among the leaders of the business world. The last 
few years before October, 1929, however, their management became lax; 
their systems complicated; their sales methods not of the best; and their 
profits smaller and smaller. Consequently, when the crash came, it found 
them unprepared. Credit losses and lack of sales caused them to become 
panic-stricken. First one salary and wage cut after another was promulgated. 
Then they began laying off employees, always hanging on to what they called 
their key-men, until finally their overhead and supervision expense became 
burdensome. They next began the shortening of the hours of labor. From 
50 hours to a 40-hour week; then 35 hours; then 30; then enforced vacations 
without pay, and finally, another 10 per cent cut in wages. Last year they 
lost over a million dollars. Will they last out? Only time will tell. 

No one of these five cases is imaginary. Each one has come under 
my own personal observation. Let us examine them once more for principle. 

Case No. 1, the department store, followed the general method of 
scientific management in analyzing the situation and in putting the house in 
order. Doing this work before the depression made it less necessary to let 
people go after the depression had started. 

Case No. 2, the woolen merchant, knew nothing of economic conditions, 
and went into a panic as soon as business really began to be bad. 

Case No. 3, the manufacturer of specialties, followed the method of 
scientific management in 1921, but during the ten years that followed, seemed 
to have slipped in examining closely his industry, and the capacity of the 
market, so that in 1930, he was compelled to lay off people, a thing he had 
publicly boasted he did not do in 1921, or the consequences would have been 
his failure completely. 

Case No. 4, the mercantile establishment dealing with the present de- 
pression entirely, forms one of the best examples of scientific management 
that has come to my attention. The president sensed economic conditions 
in general; knew the condition of his own industry; knew how to perfect 
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his own organization, and consequently, was not compelled either to reduce 
salaries drastically or to lay off his employees. 

Case No. 5, the manufacturer, apparently was the average business 
man, and followed the practice that that individual did from 1929 to date, 
with the consequences I have noted. 

Immediately following the historic collapse of 1929, the business men of 
this country began to cut the very ground from under their feet. Despite 
the fact that President Hoover pleaded with them not to reduce wages and 
salaries, and to keep their employees as long as possible, everywhere the most 
ruthless cutting of wages and salaries took place, and the purchasing power 
of the people being thus curtailed, was still further reduced by the wave of 
fear that spread throughout the country. The circulation of commodities so 
necessary to the existence of the system, stopped, with the consequences 
we have seen. 

I shall now state what I believe to be the principles which should govern 
both the reduction or the increase of personnel in a business organization. 
First, the management should make every effort to understand economic 
conditions. Note that I do not say he should understand them thoroughly ; 
but he should make an effort to do so for it is evident that today we have 
arrived at a point where even our best economists are puzzled and must 
speak with much caution and reservation. But the fundamentals of eco- 
nomics are not difficult to understand, though it is a well known fact that 
few businessmen know even the rudiments of the science. This fact has 
been thoroughly demonstrated during the last few years. 

Second, no change in the organization, either decrease or increase, 
should be made until a careful analysis of each department has been worked 
out. Such analysis will prevent any action which might be regretted after- 
wards. 

Third, plan for continuity of employment. Workers must live by the 
year. Temporary employees must find work elsewhere for the remainder 
of the year or be fed by charity or by the State. 

Fourth, select employees carefully. Scientific selection has now pro- 
gressed to the point where no business man can afford to rely wholly upon 
the judgment of the employment man. Select the type that you have found 
the most successful in your work, and select a certain number to be trained 
for higher positions. Do not rely upon the so-called “experienced” help. 
It rarely has the kind of experience you wish, and training is necessary in 
any case. 

Fifth, do not divide the organization into small units or departments, 
with so-called “working supervisors.” A good supervisor should be able 
to handle from 20 to 40 persons, according to the number of kinds of work 
done in the department. If two kinds, a larger number of workers can be 
supervised. 








82 PERSONNEL 


Sixth, make certain before hiring new employees that you are getting 
full production from those that you already have. This means the setting 
of standards of output, and training for high rates of production, It is not 
at all uncommon to find workers with highly varied rates of production. If 
you have a department of 100 per cent workers, and you lose one of them, it 
may be necessary to hire two or even three new ones to get the same output. 

Seventh, watch rate of labor turnover carefully. Hiring and training 
of new workers is very expensive at any time. Your rate of labor turnover 
should not exceed Io per cent even in the best times. If it is high, either 
the workers do not like to work for you, or your selection is poor. 

These are the principles one should follow in the decreasing or in- 
creasing of personnel. It is hoped that the necessity for decreasing it is 
about over, and that from now on business houses will be increasing it. 
However, the same principles apply. 

In conclusion, I should like to point out that the next few years will 
call for a very definite change in the manner of paying workers, not only in 
the office but in the factory as well. One very important change that has 
already taken place is the acknowledgment of the obligation of Govern- 
ments, Municipal, State and National towards the citizen in the matter of 
providing employment. There has been a very definite effort to keep the 
workers from starving. Whether this has been from fear of a revolution, 
as is sometimes stated, or for any other reason makes little difference. Here- 
tofore in every previous depression the unemployed hve been fed by charity. 
In the beginning of this depression an effort was made to do the same 
thing, but the problem was so great that no amount of funds that could be 
collected was sufficient. It became an absolute necessity for the Govern- 
ments to take over these unemployed and put them to work. This step 
will have very serious consequences in upsetting old-time economic views. 
It has been said that many of the CWA workers are being employed on use- 
less work, and even then they shirk it. This is a matter of no great import- 
ance, for if there was useful work to do it would not be handled in this 
manner, and if the workers did really toil at top speed it would only mean 
that the Government would have to find other useless things for them to do. 
The evident intention behind this project is to avoid lowering the morale 
of the unemployed by offering charity, but the veil is tod thin. Everyone 
sees through it at once. What will be the effect of this upon a large propor- 
tion of the workers? Will not some of them prefer this light, easy work 
with certainty of employment and pay to the hazards of business employment? 
Already in some parts of the country large employers of labor are reporting 
that workers are deserting them to go to the CWA because the work is 
lighter, and they are not supervised as closely. What effect will it have upon 
the ambitions and desires of the workers? Although the wage is low, pre- 
sumably slightly lower than in industry, it is nevertheless high enough to 
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satisfy a large group of marginal workers. Will they seek better pay? 
However, no matter what we may think of these various aspects of the 
problem, we have taken a step from which there is no retreat. Never again 
will the workers be permitted to starve. They will be supported by the 
Government, which in turn means support by the taxpayers. Each of us 
will have to pay our share for this support, and undoubtedly a large portion 
of this tax will fall upon industry. The owners of industry will pay and 
pay cheerfully, or, rather as cheerfully as anyone pays taxes, to avoid what 
they fear may be a worse alternative. Another step that will undoubtedly 
be taken is the establishment of a minimum wage, not a mere subsistence 
rate as in the old days, but a rate that will enable the worker to secure 
some of the so-called luxuries as well. This wage will be guaranteed to 
all able-bodied adults, and it will not be an hourly or weekly wage, but an 
annual one. Just how soon such a step may be taken would, of course, 
require a prophet, not an Engineer, to say, but that it will be taken seems 
perfectly logical for the following reasons: 

1. Our productive capacity is now such that it will not be possible to employ 
all our available workers continually on the same basis, even as we were 
living in 1929. This is admitted by every student of the subject. The 
present Administration has set a 40-hour week, and still we have a large 
unemployment problem. It is estimated that even a 30-hour week is 
too high to employ everyone. 

2. Our present economic system depends for its very existence upon a free 
circulation of commodities. Such a circulation, however, is not possible 
with a large part of the population working at low wages. Wages must 
be increased, and the entire working population must be employed upon 
some basis. 

3. Unless we embark upon a huge program of building recreation and artistic 
centers, there will not be enough work to do in the making of the com- 
modities to which we are now accustomed. Consequently, there will be 
a great amount of surplus time—which must not be allowed to gravitate 
to unemployment—with which to reckon. If there is one thing above all 
others that the past decade has taught us, it is that all economic problems 
are inter-related. Your problems concern me; my problems concern you. 
What happens in Germany or Japan very vitally concerns us here in 
America. What happens in a business on Fifth Avenue affects not only 
a business on Madison Avenue, but the workers on the East Side and 
the dwellers in thé palatial Park Avenue apartments. What one busi- 
ness man does with what he chooses to call his own property is no longer 
an individual problem which he is to solve for himself, and in accordance 
with his own conscience, but one for the nation, and I might even say, 
for the world to solve. His problem is a social one, a problem for society 
in general, A problem for which you and I, and everyone else, regard- 
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less of his social position, is responsible. If true economics is a science 
of the welfare of all society, and if our present industrial system would 
survive, it must use its tremendous productive capacity for the welfare 
of the nation, and there should be an ever increasing trend in this direction. 


Credit Unions—Their Purpose and Practicality * 


By T. J. O’SHaucunessy, Personnel Division, 
Rock Island Railroad 


yeni unions are organized by specific groups of people, under state 

laws ; they are organized to afford people a chance to save small sums of 
money, where their money will be safe, available ; but the most important func- 
tion of the credit union is to encourage, inspire, and develop thrift. The 
credit union creates sources of credit for people who must borrow, and at 
a fair rate of interest—much less than the rate those people would have to 
pay for similar loans from any other organization in the business of making 
loans, and it surrounds the savings of its members with a degree of safety un- 
paralleled in any other type of institution. 

Every personnel man approaching the subject of a credit union for his 
organization is faced with the questions: 1. Is the credit union safe? 2, Is 
the credit union something that is really valuable to the employee? 3. Would 
the credit union if organized really serve any useful purpose for, or be any 
advantage to the employer ? 

Every loan in the credit union must be passed on by the credit committee, 
selected by and from the board of directors that in turn is elected by the mem- 
bership of the credit union. We have loaned through our credit unions on 
the Rock Island Lines up to January 31, 1932 (and considerably more than 
that since) $964,000 and our losses amount to $530. 

The credit union is under the supervision of the State Bank Examiner. 
The state is under the same obligation to close a credit union that is not sol- 
vent as in the case of a bank that is not solvent. That examiner is under the 
same law to audit the credit unions as frequently as he audits the banks— 
and he audits them frequently and regularly. 

There is in the credit union provision for the creation of a reserve fund. 
Every year a credit union is required by law to set aside a fixed percentage of 
its net income, and that is put into a guaranty fund only to be used to retire 
uncollectible loans. 

Credit unions have taught the layman something about banking. Faith 
and confidence in our banking institutions will not come until the people un- 
derstand more about them. 





Ms a a paper presented at a meeting of the Industrial Relations Association of Chicago, 
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The maximum rate of interest which a credit union may charge in 
Illinois is I per cent a month on the unpaid balance of the loan. If a man bor- 
rows $100 and is going to pay it back in 10 equal monthly installments, he 
pays $1 interest and $10 principal at the end of the first month; at the end 
of the second month, $10 on the principal and go cents interest. He pays for 
that loan total interest of $5.50, and that is 12 per cent. That is less than one- 
third the interest that is permitted to be charged by law in Illinois, and in 
twenty-five other states on loans of less than $300. 

We have saved our employees $165,000 by the operation of our credit 
unions—and that is the very minimum. If we assume the loans made in credit 
unions on the Rock Island Railroad, for instance, would have been divided 
in about the same ratio that people divide the general small loan business be- 
tween licensed lenders and the Simon Pure loan shark, we find 50 per cent 
more would have gone to the Simon Pure loan sharks than to the licensed 
lenders. That would indicate to us that somewhere between $500,000 and 
$700,000 has been the saving on that amount of money loaned by the Rock 
Island credit unions. And these credit unions operate without one single dol- 
lar of expense to the Railroad. 

Credit unions pay their own way. The treasurer who does all the work 
is paid for his work and he is paid by the credit union a percentage of the 
income of that credit union. 

One billion, two hundred and fifty million dollars is borrowed every year 
in America and interest is paid on it at 42 per cent or more—and that comes 
to considerable more than $500,000,000 a year in interest. That is waste. 
Every dollar of that excessive interest leaves that borrower less able to buy 
the things you sell—and it is important that employees are able to buy just as 
much as possible. 

Personnel and industrial relations departments concern themselves one 
way or another with safety work. A man cannot possibly be a safe and effi- 
cient workman if he must divide his attention between worry over his bills 
and the work he is doing. It cannot be done. That has been demonstrated too 
many times. The value of a credit union to the employer is shown by the 
more efficient service given by employees who are not faced with financial 
worries, 
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Suggestions Concerning Unemployment 
Insurance 


By R. Parkinson, Manager of Personnel Activities 
American Optical Company 


NE of the most debated issues in the legislative halls of most states this 
winter will be Unemployment Insurance. In the emotions of this de- 
pression it will be easy for judgment to be discounted and for legislation to 
find approval which may vitally alter the employment policies in industry, in 
merchandising, in mining, and in transportation. The intent will be sincere— 
namely, to better the lot of the worker. Whether it will really benefit work- 
ers, and not place them at a disadvantage, is worti: considerable more atten- 
tion than the problem seems to be commanding thus far. It is more difficult 
to judge, because most of the proposals presented have practically no success- 
ful experience behind them. 

The answer will eventually depend, not so much upon what the legis- 
lators do, as upon the policies of employers toward their workers in advance 
of such legislation, and upon the degree to which employers cooperate in the 
event of such legislation. For legislators cannot make the money to be dis- 
tributed. They can distribute only what employers make. To all parties con- 
cerned the matter of insuring something to distribute is of much greater 
moment than the machinery of distribution. Employers, therefore, have 
every reason to inform themselves of the underlying conditions, of which the 
legislative problems are only a symptom; and perhaps it is peculiarly the task 
of personne] men to assist in a thorough understanding of the subject. One 
cannot clarify the rather complex issues without full regard for the social 
point of view. 


The Program and Its Philosophy 


No so many years ago the American workman and the American em- 
ployer needed no traffic signals as they went their different ways. Their oc- 
cupations were few, sailing, fishing, hunting, farming and trading. Their 
speed was slow enough and paths few enough for each to see the other and 
to know where to find one another when either was out of a job. Today there 
are more than three hundred major classifications of specialized occupations, 
300 paths from which to choose. Both worker and employer are specialists. 
Their paths are a confusing maze and their speed is high. Reckless collisions 
are frequent as both classes seek paths to new occupations. Some think we 
have reached a stage to need a government policeman at every cross path to 
compel us either to slow up or pay the cost of clearing the debris after the 
collision. This general idea is a part of what is called a “planned economy,” 
as contrasted with the “unrestricted competitive” or “individual initiative” 
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economy of the past and present. It is very well expounded in Sir Arthur 
Salter’s interesting and influential book—‘“Recovery, the Second Effort.’? 

The plan with which we are concerned is the proposal to make labor more 
a fixed charge upon business, an overhead item, less subject to adjustment to 
the ebb and flow of the tides of business. It is proposed to adopt in many 
states at once a compulsory, state-wide, task-and-bonus wage system, as it 
were, in which the worker is promised half wage whether or not there is work 
for him, and another half, conditional upon his earning it. This of course in- 
volves paying workers for idleness at times, but in this respect it does not 
differ from occasionally paying the saver his wage when his savings or invest- 
ments are idle. 

This program is presented in a country where the workman has enjoyed 
a greater share of his country’s wealth than in any other country and where 
he has attained the best position in the social structure. The reason is that 
there are areas of poverty in the midst of acres of plenty, even in normal 
America, and years of poverty inevitably continue to be embraced in years of 
plenty for all concerned. The truth is the worker’s risks have been rising along 
with his prosperity. 

Even among employers there is a vague sense that all is not well, and 
cannot be well, when workers are at an excessive disadvantage in the struggle 
for a chance to live and grow. This is indicated by the counsel of three na- 
tional associations of employers to their members in 1932, to adopt voluntarily 
benefits for unemployment—the U. S. Chamber of Commerce, the National 
Association of Manufacturers and the National Industrial Conference Board. 

The Government policeman in the form of compulsory legislation is not 
a welcome member of the business family but his shadow is apparently doing 
much to focus employer attention and crystalize employer opinion upon the 
subject. Perhaps the next two or three years will bring a tide of employer 
experiments, on the part of those who have gotten out of the red. 


Two Types of Proposals 


The idea has been presented in the form of two general types of out-of- 
work benefit plans. Both had been undertaken as voluntary plans. They are 
now proposed to be made compulsory upon all employers having over five or 
ten workers. These are the Rochester Plan, with a scale of maximum benefits 
rising according to length of service, and the “Nema” or General Electric 
Company type with a level scale. Wisconsin’s decision to make compulsory 
the latter type with the contributory feature optional, however, led to the 
launching of a nation-wide campaign for similar legislation in many states. 

The Wisconsin plan will not start collecting its funds until next July; 
and Wisconsin, largely an agricultural state, has not been followed by other 
states. It has been assumed that federal legislation of this sort would be un- 





1G. Bell, London, 1932. 
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constitutional. The decision is now apparently being reached to take a chance; 
and Senator Wagner is understood to be launching legislation in Congress, 
with the endorsement of Secretary Perkins, for federal legislation of the type 
which will be a cudgel to drive states to adopt state systems. 


Benefits 


The all-important feature of Unemployment Insurance is not the collec- 
tion feature with its choice of source of funds as between the employer alone, 
the employee alone or the taxpayer alone, or some combination of these; nor 
whether the amount of funds shall be 2 per cent of payroll or 5 per cent of - 
payroll; nor the investment feature, whether the funds shall be administered 
by banks, insurance companies or Government; nor whether the funds shall 
be of the individual reserves type, the concern reserves type, or the state- 
wide or nation-wide pool type, which latter penalizes the efficient employer and 
subsidizes the inefficient worker and employer. The feature which determines 
the value of these measures to the worker and the cost to the source of funds 
is the benefit feature. Under some of the plans the employer’s liability is 
limited to a percentage of payroll, but even so the immediate cost and the ulti- 
mate cost will depend, directly and indirectly, upon the benefits scheduled. 

Most proposals offer two types of benefit. One is a lay-off benefit or 
dismissal wage; the other is a benefit for partial unemployment. Both are to 
be paid on an installment plan with a maximum of $100 or $200, which, how- 
ever, is subject to some dozen discounts. 

The purpose of the lay-off type of benefit is to eliminate abruptness in 
laying off. Many employers are agreed that employers can justify finding 
ways to overcome abruptness in lay-off because of no work, particularly as 
such a course cannot help but have some advantage in lessening unemploy- 
ment and increasing purchasing power. A worker who finds himself unem- 
ployed with a small amount of capital certainly has a better chance to select 
among the highly specialized occupations of today, and to make his next selec- 
tion of an employer, without being obliged to take the first job which comes 
along, even though that may also eventually disappear. Intervals of idleness 
between jobs even in prosperous years have been two and three months in a 
high percentage of cases, according to a number of studies, and obviously a 
worker who has specialized is at a disadvantage when his specialty disappears. 


Notice Option Should be Included in Benefit Schedules 


The net effect of this lay-off benefit in most plans hitherto is comparable 
to that of a notice from the employer, of ten weeks at half pay at most. It 
can be safely assumed that the worker in many cases would prefer ten weeks 
at full pay and would be willing to work for it. It can also be assumed that 
the employer in many cases, although not in all, would be able and willing to 
give ten weeks’ notice at full pay if he were to receive full-time work in 
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return. Why not, then, provide in these measures a choice of notice or cash 
benefit? This is being considered in designing some of the bills which will 
be presented. A choice between notice and cash form, should be an obvious 
benefit to both employers and employees, and also to the public, because it 
offers a way of keeping costs down and benefits up. Furthermore, more ex- 
tended use of the notice involves better planning on the part of employers 
who wish to keep their costs down. 


Legislation of this sort will, of course, terminate the practice of the fore- 
man telling the worker at the end of the day not to come in again, that there 
is no more work until further notice. The foreman cannot give him any idea 
as to when to expect further notice, and the employer cannot tell his foreman 
in many cases, because the customer does not tell the employer. To discon- 
tinue this, however, seems a reasonable alteration in the ancient and still fairly 
general practice in laying off, or closing plant. We employers expect the 
worker to give us a notice. We are accustomed to giving our office workers 
a notice. Why are not factory workers entitled to a similar consideration? I 
am inclined to think that this question must be decided on the basis of whether 
or not it is the right and fair thing to do. If the choice of notice or cash 
benefit is included in compulsory legislation, certainly the cost of a notice can 
no longer be a consideration. 


I am not yet ready to advocate compulsory measures. I would first like 
to see considerable more experimenting done than has yet been tried—and 
done on a voluntary basis. It is true that employers have not acted in any 
considerable scale and are not now doing so, But perhaps this is because suc- 
cessful experience has not yet been developed which wouid justify it, and I 
am inclined to think also that the principal reason for this is the failure to 
include the choice of notice with its opportunity for cost control. Less than 
two dozen unemployment insurance plans have been tried in America, and 
thirteen Government plans (half of them compulsory and half voluntary) in 
Europe. All of these, with posibly one or two minor exceptions, have proven 
fair-weather plans only and have had to be either abandoned, suspended, or 
radically remodeled and curtailed. What America needs, if it is going to ven- 
ture into this field, and what employers need, if they want to maintain good 
relations with their workers, is a plan that will function in all weather. The 
notice option is a basic need for this result. 


The Concerns and Workers Most Affected by the Lay-off Benefit 


The question now comes to mind, upon what type of concerns will the 
incidence of this lay-off benefit, dismissal wage, or “turn-around” wage fall? 
In the first place, it will fall primarily upon industry and somewhat upon trade 
and mining. Within industry the picture can be further broken down. Ap- 
proximately 2 per cent of the industrial employers of the country employ 500 
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or more workers. Presumably this group of concerns is also fairly long-lived 
—has survived a generation at least, although there are exceptions to this. 
Ninety-eight per cent are small concerns, probably seventy-five per cent are 
very small concerns. It will be very easy to obtain a bill which is enforcible 
upon the 2 per cent, but the real problem is to design a bill simple enough to 
be enforcible upon the 98 per cent. 

In a general way the incidence of the lay-off benefit will fall most heavily 
upon seasonal and construction industries and any other industries which have 
a high labor turnover due to lack of work. Owing to the inclusion of eight 
weeks of ineligibility clause for newcomers in the Massachusetts bill, seasonal 
or temporary employment of less than eight weeks is not eligible for benefits. 
Formerly the customary practice, beneficial to both workers and employers, 
was for the temporary fluctuations in business to be taken care of by over-time 
work. To the worker this extra wage was a cushion to offset under-time. Now, 
however, under the N.R.A., with over-time forbidden and with a short week, 
the fluctuations in volume of production must be taken care of by hiring and 
laying off. With the forty-hour week, and particularly should the proposed 
thirty-hour week come to pass, workers could not afford to accept half-time 
work or less. We must expect that there will be more hiring and laying off 
under the N.R.A. than ever before, and therefore more justification for the 
“choice of notice or cash lay-off benefit.” 

With this general background I think it is posible to see where the inci- 
dence of the lay-off type of measure will fall. It will fall on the short-lived 
concerns which are being born and dying all the time. Probably the turnover 
of employers is fully 50 per cent a year, and perhaps 100 per cent. Unfortu- 
nately, only sample studies are available. A comparatively small proportion 
survive five years, and a still smaller proportion a decade. These concerns 
probably can use the notice less and must use the cash choice more. Further- 
more, transient concerns tend to be small concerns. The prospect is that their 
reserve funds will be frequently insolvent, and their workers will not draw the 
full benefit or any benefit after the first few have been paid. I am speaking 
now particularly of the concern-reserves type of investment control, designed, 
as it is, to make each employer pay in proportion to his own experience. As 
previously stated, the government-pooled type of reserves would have the 
effect of making the employers with good experience subsidize those with poor 
experience, and making stable industries pay for seasonal and construction 
industries, and for those other concerns with careless and inconsiderate prac- 
tices of lay-off. 

Under the concern-reserves method, it would seem advisable to permit 
these very small concerns of less than 100 hands to pool their reserves jointly, 
at least up to a group of 100 workers; to require that they contribute more 
than 2 percent of payroll; or else that their reserves be accumulated to more 
than $75 per worker. 
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It should be noted that this lay-off benefit, or at least this conception of 
the lay-off benefit, does not pretend to be relief, or to assure the worker of a 
safe position in the labor market. It cannot honestly pretend to be relief, be- 
cause of some twelve discounts from the $100 a year quotation. The worker 
may not get $100. He may not get one dollar. Every discount from this $100 
is, of course, a discount from a potential promise to the worker, and has a 
tendency to bring discontent. 

However, the lay-off benefit does put a brake upon abruptness in laying 
off. It does insure the worker an honest decision as to whether he has a job 
or hasn’t one, and sets him free to be on his own, to look for work. It launches 
him in the harbor of many ships, with at least a raft upon which to keep 
afloat. 

The very best unemployment insurance in ancient times and in modern 
times has been, is, and will be, diversified occupations. Specialization has given 
us already over 300 major specialized occupations, according to census group- 
ings—300 different ships in the harbor from which to select—some rowboats, 
some sailboats, and some steamboats; some large, some small; some sinking, 
some being launched. This lay-off benefit or choice of notice, either one, says 
that the captain who thinks his ship may sink agrees not to throw the crew 
overboard into the water, but to put them off with a raft, in order that they 
may have a chance to seek a safer ship, at least from the surface of the water 
and not from a submerged position. It may be possible also to organize a 
ferry service to come along and pick up these rafts and speed the transfer of 
workers between ships, each representing a different occupation. But even 
the raft idea alone is bound to keep more sailors out of the water, performing 
the functions of a crew, with fewer prolonged interruptions. 

The greatest hope of improvement in employer and employee relations, 
to be expected from this lay-off benefit, lies, not in the money involved, that 
is, in the size of the raft, but in the fact that it must tend to individualize work- 
ers from the mass in industrial forces. If an employer becomes liable poten- 
tially to pay $5,000 to a worker, (should he lay him off each year in a fifty- 
year career), he is going to become acquainted with that worker as an indi- 
vidual and be informed about him. Out of that mutual acquaintance of 
worker and employer, I am sure that a spirit of considerateness will develop 
which will do far more for both parties than any cash transaction whatever. 
There are many ways, in which the employer who knows his worker, and 
the worker who is acquainted with his employer, can and do help each other, 
which no statute can accomplish. 


Partial Employment 


Most proposed plans include a part-time benefit in addition to the lay-off 
benefit. The amount of the benefit, and the installment payment method, has 
the same maximum as the. lay-off benefit. The maximum duration of partial 
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benefits is about thirty-three weeks. Concerns paying lowest wages pay bene- 
fits longest, but their maximum of $100 is the same. Earnings from other em- 
ployers, while on either lay-off benefit or on partial benefit, are counted as 
wages as if received from the benefit-paying employer. Of course the possi- 
bility of getting this information with uniform correctness is remote and is 
capable of leading to discrimination in favor of the dishonest or ignorant 
worker. However, it is a necessary corollary of any benefit with discounts. 

In contrast to the lay-off benefit, this partial benefit will reach many more 
workers. Its impact will fall upon the majority of concerns regardless of the 
age of the concern or the sex of its workers. Its application will depend upon 
how often and how many workers it employs at less than half-wage. Under 
the N.R.A. and the short week, this number is likely to be very much smaller 
than hitherto. The purpose of this partial benefit is an important matter to 
decide. The decision will be reflected in the type of waiting period, whether 
this is to be four consecutive weeks at less than half-wage, or, let us say, six 
accumulated weeks at less than half-wage. 

A partial benefit of some sort is necessary to protect the lay-off benefit 
and notice feature from evasion, in any compulsory plan. Otherwise, an em- 
ployer might intersperse a few hours’ work in the total lay-off waiting period 
of four weeks and keep himself exempt from a lay-off benefit forever. The 
simplest and fairest method, therefore, seems to be to accumulate excessive 
part time in a year into the equivalent of a lay-off through the use of an ac- 
cumulated, rather than consecutive waiting period. 


The Relief Purpose and Short-Waiting Period Should Be Avoided 


However, this is not the purpose assigned to the partial benefit in pub- 
licity and propaganda for legislation, nor the purpose which would be repre- 
sented by a mere four-week part-time waiting period. The featured purpose 
is relief, and, we must admit, fair-weather relief only, if we are aware of ex- 
perience thus far. 

Proponents frankly apologize that no benefit plan can be adequate in a 
depression. Both voluntary plans and British and German compulsory plans 
have proven unequal to depression conditions and have had to be remodelled 
to curtail both eligibility and benefits. The relief feature is so inextricably 
interwoven with public relief, that the Cohen report to the International 
Labour Office proposes that unemployment insurance and public relief 
should henceforth be considered as one problem—a relief problem. 

There is no evidence that unemployment insurance has reduced expense 
for public relief in any country where the experiment is in progress. 

Relief without a need test, wholesale relief, as originally embodied in insur- 
ance plans, has been transferred to a need test on an individual case basis, for 
a large part of the former coverage in the British and German experiments. 

It is the easy relief feature without work and without proof of poverty 
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which creates the taste for more and causes extraordinary political expansion 
of benefits in European experience. 

The relief feature is certain to do in the state what it does in the case of 
concerns which have actually paid scheduled benefits; and what it has done 
in England, namely encourage idle workers to linger where the protection is, 
declining to look elsewhere. It makes workers less mobile rather than more 
so. It collects candidates for public relief, after the benefit period has ex- 
pired. This would be true unless and until all states act alike. It also tends 
to cause employers undertaking new enterprises to avoid insured states. 

The relief purpose is more striking in the state- or national-pool method 
of investment than in the concern-reserves method. The concern-reserves 
type should command the support of stable employers who object to the easy 
entrance and exit of irresponsible concerns into competition with them. It 
makes each employer responsible for his own. 

It is perfectly conceivable that the Government in times of depression 
may be justified in reinforcing company reserves, or linking them together in 
some way for temporary relief purposes ; but it seems to me quite unwise per- 
manently to establish the wholesale fair-weather relief idea in America, par- 
ticularly since the only experiments with this have certainly been unsuccess- 
ful thus far. Actuarial calculations have been completely disregarded in 
European government pools. The undertaking in America would be perhaps 
a dozen times the size of any venture thus far in any other country and the 
risk of increasing unemployment would be enormous. 

We have now discussed the subject far enough to turn to the main issue 
before the public. As previously stated, I think at present this ought to be 
approached, not from the cost point of view, particularly if the notice feature 
is included as a choice, but from the point of view of the benefit to the 
worker—that is, from the social viewpoint. All the dangers to the worker’s 
interest are compacted in the partial benefit clause, and are more particularly 
due to the relief interpretation of this partial benefit feature. The effect of 
this partial benefit would not assure the solving of any social problem. The 
effect upon employment practice would be, in the opinion of most employers, 
to induce smaller and more versatile forces. With each worker a potential 
liability of $100 a year, naturally the policy must be to keep the force as 
small as possible, and have its members intelligent enough to help out on the 
peak of each other’s jobs, and to fill in during absence. Job stabilization, if 
desirable at all, and obtainable in any degree, is likely to be only a secondary 
and remote result. The immediate and tangible result is certain to be less part- 
time employment for the intelligent and versatile and more total unemploy- 
ment for the unskilled. The competition of the unemployed cannot help but 
have a downward effect upon wage levels. 

Many employers use wage incentive systems of the base and bonus types. 
The effect of the partial benefit feature of this measure will be to cause funda- 
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mental revision or abandonment of these systems. In effect the state com- 
mands base rates to be set on a weekly rather than an hourly standard. With 
the minimum hourly wage rates being set by law and code compacts, and 
weekly minimum on a percentage basis, the effect is a minimum salary law. 


Cost Considerations 


The cost of this partial benefit is unknown and obviously unknowable. 
It is, therefore, the source of the greater risk, not to the solvency of employ- 
ers, for their liability is limited, but to the solvency of the reserve fund. The 
risk, therefore, is one of disappointing the workers who most depend upon 
benefits. Proposed for the purpose of giving them greater certainty, it is 
quite capable of increasing their uncertainty. 

There are more discounts to the expected benefits in the concern-reserves 
type plan than in the state-pooled type, and eventually it may be that some of 
these discounts will be eliminated. It is wise to face the fact that. anything 
in the nature of relief—that is, of getting something for nothing—never 
satisfies but begets a taste for more. And it is this taste for more which has 
demonstrated in Europe that political considerations far outweigh actuarial 
considerations. This is the source of the demand for expansion of benefits. 
Some are inclined to the view that a contributory feature would prevent the 
demand for expansion of benefits. However, the facts are against this con- 
clusion. The contributory feature, even in European government-pooled 
plans, has not prevented the expansion of benefits beyond the solvency of the 
funds. 


Social Gain Is Not Assured 


Now we may consider for a moment the coverage of compulsory unem- 
ployment insurance proposals. Large groups are not covered—those engaged 
in agriculture, in domestic service, those employed in concerns of less than ten 
workers, etc. The adoption of a compulsory plan, with the relief type of par- 
tial benefit or the government-pooled plan will have two effects. It will tend 
to transfer workers from the uninsured groups to the insured occupations 
and create a surplus in the latter and a shortage in the former. It will also 
tend to attract to states having this insurance workers from adjoining states, 
and to hold within the insured state too long for their own good workers who 
have fallen out of employment, or who have been working in obsolete occu- 
pations, It will tend also to keep new employers from entering insured states 
from uninsured states. Therefore, the net social effect of this type of legis- 
lation would seem to be no assurance of improvement, an increase of the 
burden on the taxpayer for public relief, a tendency to lower general wage 
levels, and a retarding of the creation of new employment. I think these ob- 
jections do not hold in any material sense against the lay-off benefit, with the 
alternative notice privilege, and under the concern-reserves type plan, with 
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proper regulation. The solution, therefore, which suggests itself, is that no 
state should act alone in this matter, but wait until a group of adjoining states 
is ready to act jointly. However, we cannot justify inter-state action on the 
basis of equalizing costs in competition. Equalizing 2 per cent of payroll will 
never be successful in equalizing total costs. The proposed legislation itself 
in all cases includes options to encourage still greater benefits and costs than 
those prescribed by law. The incidence of the cost will fall unequally upon 
concerns employing men and those employing women and upon new concerns 
and upon long-established concerns. Uniform practice and uniform cost will 
still be distant ideals. 

It is impossible for individual employers to establish a new code of prac- 
tice in the matter of relations between employer and employee. Either em- 
ployers’ associations or trade associations or the Government must express 
their attitude on an issue of this sort. Otherwise, the inconsiderate 10 per cent 
dictates the practice of all. 


Conclusion 


The conclusions toward which these various considerations lead are seven 
in number: 


1. That any Government plans for compulsory unemployment insurance 
should include in the lay-off benefit feature an alternative choice of giving 
notice. 

2. That the partial benefit feature should include an accumulative wait- 
ing period of six weeks, not necessarily consecutive. 


3. That the utmost simplicity possible in administration is desirable, 
and is obtainable through allowing the state authorities to permit employers 
themselves to receive claims, register for employment, and pay benefits, sub- 
ject to state regulation, rather than establish an excessive bureaucracy for 
this purpose. 

4. That the concern-reserves type of investment policy is much to be 
preferred over the Government-pool type. 


5. That the relief purpose of the partial benefit is a thoroughly objec- 
tionable and misleading purpose, and is being oversold. The counter-picture 
should be better presented, or else the propaganda curtailed. 


6. That no single state should act alone in introducing this compulsory 
insurance. If insurance must come, it should be through inter-state joint 
action or trade association action or federal action, the latter being least 
desirable. 

7. That employers meanwhile, who have not already done so, should 
find a way to put a brake upon abruptness in laying off workers. Whether it 
be a voluntary unemployment reserves plan or some other plan, it should be 
effective and dependable. 
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